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AUDITOR'S  TRANSMITTAL  LETTER 
AUDIT  RESULTS 

Status  of  Prior  Audit  Results:  Our  follow-up  review  of  the  six  condi- 
tions noted  in  our  prior  audit  report  (No.  90-263-1)  on  the 
Northampton  State  Hospital  indicated  that  the  hospital  has  taken 
corrective  action  to  resolve  three  of  the  conditions  and  that  the 
three  remaining  conditions  were  not  fully  resolved,  as  described 
below : 

1 .   Prior  Audit  Results  Resolved 

(A)  Inventory  Controls  Improved:  Our  prior  review  of  the  hospital's 
inventory  controls  revealed  that  improvements  were  needed  in 
three  areas.  Specifically,  the  hospital  needed  to  update  and 
improve  its  inventory  listing,  establish  written  procedures 
for  the  disposition  of  damaged  property  and  equipment,  and 
identify  and  dispose  of  surplus  property.  Our  current  review 
indicated  that  the  hospital  conducted  a  physical  inventory  in 
June  1991  and  has  an  updated  computerized  inventory  listing 
that  includes  tag  number,  description  of  item,  serial  number, 
Department  of  Mental  Health  (DMH)  inventory  control  number, 
cost,  location,  and  appropriation  number.  In  addition,  the 
hospital  has  established  written  procedures  to  report  and 
provide  for  the  repair  or  disposition  of  damaged  property  and 
equipment.  Finally,  with  the  permission  of  the  Department  of 
Procurement  and  General  Services,  the  hospital  has  either 
properly  disposed  of  or  is  in  the  process  of  disposing  of  the 
surplus  items  noted  in  our  prior  audit  report  and  maintains  a 
separate  listing  of  surplus  items. 

(B)  Guidelines  Established  over  Retained  Revenue  Account  Expendi- 
tures :  Our  prior  report  noted  that  expenditures  of  $14,642 
from  the  hospital's  Retained  Revenue  Account  may  not  have 
been  in  compliance  with  Chapter  164  of  the  Acts  of  1988.  The 
Executive  Office  of  Human  Services  and  DMH  had  not  provided 
the  hospital  with  any  guidelines  concerning  whether  such 
funds  can  be  used  to  supplement  the  existing  hospital 
maintenance  appropriation  or  whether  such  funds  are 
restricted  solely  for  the  personal  needs  of  patients.  Our 
current  audit  indicated  that  suitable  guidelines  have  been 
developed,  and  our  tests  of  Retained  Revenue  Account 
expenditures  indicated  that  the  hospital  was  in  compliance 
with  these  guidelines. 
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(C)  Proper  Use  of  Dynacash  (Payroll  Advance)  Account:  Our  prior  re-  4 
view  of  the  hospital's  Dynacash  Account  revealed  that, 
contrary  to  the  Office  of  the  Comptroller's  requirements,  the 
account  was  being  used  as  a  Revolving  Fund  for  such  purposes 
as  court-ordered  support  payments  and  industrial  accident 
refunds.  Our  current  review  showed  that  the  hospital  has 
satisfactorily  implemented  our  prior  audit  recommendations 
and  uses  the  Dynacash  Account  strictly  for  payroll 
emergencies . 

2 .   Prior  Audit  Results  Unresolved  5 

(A)  Inadequate  Controls  over  Patients'   Funds:     Our  prior  evaluation  5 
of    the    hospital's     accounting    controls     over  patients'  funds 
revealed  deficiencies  in  the     (a)     preparation    and  processing 

of  fully  authorized  disbursement  request  forms;  (b) 
implementation  of  consistent  procedures  for  controlling 
patients'  funds  in  hospital  units;  (c)  recovery  of  patients' 
funds  lost  due  to  theft;  (d)  management  of  the  receipt  of 
patients'  funds;  (e)  recordkeeping  for  individual  passbook 
savings  accounts  belonging  to  dependent  patients;  and  (f) 
return  of  funds  and  valuables  at  the  time  of  patients' 
discharge.  Our  review  indicated  that  the  hospital  has  made 
some  improvements  over  its  control  of  patient  funds, 
including  transferring  patient  fund  responsibility  from  the 
hospital  units  to  the  Treasurer's  Office,  reimbursing 
patients  for  funds  lost  due  to  theft,  returning  the  funds  of 
discharged  patients,  and  returning  deceased  patient  funds  to 
the  Commonwealth.  The  hospital,  however,  still  needed  to 
improve  the  preparation  and  processing  of  disbursement 
request  forms;  management  of  the  receipt  of  patient  funds; 
recordkeeping  for  individual  passbook  savings  accounts;  and 
return  of  valuables  at  the  time  of  patient  discharge.  The 
hospital  indicated  in  its  response  that  it  has  established 
procedures  to  rectify  most  of  the  deficiencies  noted  and  that 
patient  accounts  will  be  closed  as  part  of  the  hospital's 
closing  procedures. 

(B)  Accounts  Receivable  Deficiencies:  Our  prior  audit  review  of  the  10 
hospital's  accounts  receivable  balance  as  of  June  30,  1989 
revealed  unsupported  documentation,  incomplete  documentation, 
unexplained  accounts  receivable  credit  balances,  and  inactive 
accounts  receivable.  Our  current  review  disclosed  that  the 
hospital,  responding  to  our    prior    recommendations,     did  take 

some  corrective  action  to  write  off  some  uncollectible  and 
inactive  accounts.  However,  our  current  audit  tests 
indicated  that  inactive  accounts  were  still  being  maintained, 
contrary  to  the  requirements  contained  in  the  State 
Comptroller's  Debt  Collection  Policy  issued  February  12, 
1991.  The  hospital  indicated  in  its  response  that  it  has 
established  procedures  to  rectify  the  accounts  receivable 
deficiencies . 
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(C)  Inadequate  Controls  over  Canteen  Fund:  Our  prior  review  of  the 
hospital's  internal  controls  over  its  Canteen  Fund  operations 
revealed  that  improvements  were  needed  in  several  areas. 
Specifically,  the  hospital  needed  to  establish  procedures 
that  would  ensure:  (a)  prenumbered,  multiple-copy  purchase 
orders  are  prepared  prior  to  ordering  merchandise;  (b) 
written  evidence  that  goods  ordered  have  been  approved  and 
received  prior  to  payment;  (c)  supporting  documentation  for 
all  disbursements  is  maintained  in  an  organized  filing 
system;  (d)  vending  machine  collections  are  verified;  (e) 
variances  between  the  canteen's  physical  inventory  and  the 
recorded  inventory  are  resolved;  (f)  canteen  employees  are 
bonded;  (g)  duties  are  segregated;  and  (h)  a  general  ledger 
is  established  that  summarizes  the  monthly  financial  activity 
of  the  Canteen  Fund.  Our  current  review  disclosed  that  the 
hospital  has  partially  responded  to  our  prior  recommendations 
by  implementing  procedures  to  ensure  better  accountability 
for  purchase  transactions,  certification  of  goods  received, 
supporting  disbursements  documentation,  verification  of 
vending  machine  commissions,  and  reconciliations  of  inventory 
variances.  However,  our  current  tests  showed  that  canteen 
workers  were  still  not  bonded;  a  general  ledger  had  not  been 
established;  duties  were  not  adequately  segregated;  and 
requisitions  were  unauthorized,  incomplete,  or  missing.  The 
hospital  indicated  in  its  response  that  the  Canteen  Fund  will 
be  closed  as  part  of  the  hospital's  closing  procedures. 

SUPPLEMENTARY  INFORMATION 

Subsequent  Events :  The  hospital  is  scheduled  to  close  during 
the  fall  of  1992.  The  hospital  should  make  every  effort  to 
close  out  its  administrative  and  fiscal  operations  in  accordance 
with  policies,  regulations,  and  guidlines  established  by  the 
Executive  Office  of  Human  Services  and  the  Department  of  Mental 
Health.  This  will  ensure  the  protection  and  well-being  of  the 
patients  and  the  security  and  safeguarding  of  the  Commonwealth's 
assets  and  the  property  of  patient. 

The  hospital  should  review  the  recommendations  in  the  report  to 
determine  which  recommendations  impact  on  and  are  essential  for 
the  proper  closing  of  the  hospital's  accounting  records.  These 
recommendations,  including  following  up  on  the  outstanding 
accounts  receivable  balance  and  properly  accounting  for  patient 
passbook  accounts,  should  be  implemented  prior  to  the  hospital's 
closing. 

The  Office  of  the  State  Auditor  is  currently  conducting  an  audit 
concerning  the  closing  of  certain  mental  health,  public  health, 
and  mental  retardation  facilities  that  may  include  Northampton 
State  Hospital.  The  purpose  of  this  review  is  to  ensure  that 
during  the  closing  process  facilities  are  in  compliance  with  all 
applicable  rules,  regulations,  and  laws  and  that  the  Common- 
wealth's assets  are  safeguarded. 
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The  Chief  Operating  Officer  of  Northampton  State  Hospital  has 
indicated  that  the  hospital  will  conduct  its  closing  procedures 
in  accordance  with  the  policies,  regulations,  and  guidelines  of 
the  Executive  Office  of  Human  Services  and  the  Department  of 
Mental  Health. 
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Steven  Scheibel,  Acting  Chief  Operating  Officer 
Northampton  State  Hospital 
P.O.  Box  389 

Northampton,  Massachusetts  01061 

In  accordance  with  Chapter  11,  Section  12,  of  the  Massachusetts  General 
Laws,  we  have  conducted  an  audit  of  the  Northampton  State  Hospital's  financial 
activities  for  the  period  July  1,  1990  to  June  30,  1991.  The  Northampton 
State  Hospital's  financial  activity  and  its  compliance  with  applicable  laws 
and  regulations  are  the  responsibility  of  the  hospital's  management. 

The  purpose  of  our  review  was  to  determine  (l)  whether  the  hospital's 
accounting  records  were  maintained  in  accordance  with  the  basis  of  accounting 
prescribed  by  the  Commonwealth  of  Massachusetts,  which  is  a  comprehensive 
basis  other  then  generally  accepted  accounting  principles,  and  (2)  whether  the 
hospital  complied  with  laws  and  regulations  that  may  have  a  material  effect 
upon  the  hospital's  financial  activities.  We  conducted  our  audit  in 
accordance  with  generally  accepted  government  auditing  standards. 

Our  audit  procedures  consisted  of  the  following: 

1.  Study  and  evaluation  of  internal  accounting  controls  solely  to  assist 
us  in  determining  the  nature,  timing,  and  extent  of  our  audit 
procedures,  as  well  as  to  obtain  an  understanding  of  the  control 
system.  Our  study  and  evaluation  was  more  limited  than  would  be 
necessary  to  express  an  opinion  on  the  system  of  internal  accountir^g 
control  taken  as  a  whole.  For  the  purpose  of  our  review,  we  have 
classified  the  significant  internal  accounting  controls  in  the 
following  categories: 
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Cash  receipts  and  disbursements 

Billing,  accounts  receivable,   and  revenue 

Purchasing  and  receiving 

Accounts  payable  and  accrued  liabilities 

Payroll 

Inventory 

Property  and  equipment 

2.  Review  of  financial  records  and  transactions  to  evaluate  their 
completeness,  accuracy,  and  conformance  with  the  Commonwealth's  basis 
of  accounting. 

3.  Other  audit  procedures,  including  tests  for  the  hospital's  compliance 
with  applicable  laws  and  regulations  that  may  have  a  material  effect 
upon  the  hospital's  financial  activities. 

4.  Follow-up  review  of  previous  audit  results  to  determine  if  corrective 
action  has  been  taken.     (See  Audit  Results.) 


Based  on  our  audit,  we  have  determined  that,  except  as  noted  in  the  Audit 
Results  section  of  the  report,  the  Northampton  State  Hospital  has  maintained 
its  accounting  records  in  accordance  with  prescribed  requirements  and  has 
complied  with  applicable  laws  and  regulations  for  those  areas  we  reviewed. 


Sincerely , 


92-263-2 

-3- 

AUDIT  RESULTS 

Status  of  Prior  Audit  Results:  Our  follow-up  review  of  the  six  conditions 
noted  in  our  prior  audit  report  (No.  90-263-1)  on  the  Northampton  State 
Hospital,  which  covered  the  period  July  1,  1988  to  June  30,  1989,  indicated 
that  the  hospital  has  taken  corrective  action  to  resolve  three  of  these 
conditions  and  that  the  three  remaining  conditions  were  not  fully  resolved,  as 
as  described  below. 

1 .     Prior  Audit  Results  Resolved 

(A)  Inventory  Controls  Improved:  Our  prior  review  of  the  hospital's 
inventory  controls  revealed  that  improvements  were  needed  in  three  areas. 
Specifically,  the  hospital  needed  to  update  and  improve  its  inventory  listing 
and  conduct  a  physical  inventory  to  account  for  all  property  and  equipment, 
establish  written  procedures  for  the  disposition  of  damaged  property  and 
equipment,  and  identify  and  dispose  of  surplus  property.  We  recommended  that 
the  hospital  include  tag  numbers  for  each  specific  item  on  its  inventory  list, 
conduct  a  physical  inventory  at  the  end  of  each  fiscal  year  and  identify 
obsolete  items,  establish  written  procedures  for  the  disposition  of  dama^;. 
property  and  equipment,  and  contact  the  Department  of  Procurement  and  General 
Services  to  arrange  for  the  disposal  of  items  identified  as  surplus  property. 

Our  current  review  indicated  that  the  hospital  conducted  a  physical 
inventory  in  June  1991  and  has  a  computerized  inventory  listing  that  includes 
tag  number,  description  of  item,  serial  number,  Department  of  Mental  Health 
(DMH)  inventory  control  number,  cost,  location,  and  appropriation  number.  The 
updated  listing  has  been  utilized  to  account  for  all  items  of  equipment.  In 
addition,  the  hospital  has  established  written  procedures  to  report  and 
provide  for  the  repair  or  disposition  of  damaged  property  and  equipment. 
Finally,     with    the    permission    of    the    Department    of  Procurement  and  General 
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Services,  the  hospital  has  either  properly  disposed  of  or  is  in  the  process  of 
disposing  of  the  surplus  items  noted  in  our  prior  audit  report  and  maintains  a 
separate  listing  of  surplus  items. 

(B)  Guidelines  Established  over  Retained  Revenue  Account  Expenditures : 
Our  prior  report  noted  that  expenditures  of  $14,642  from  the  hospital's 
Retained  Revenue  Account  may  not  have  been  in  compliance  with  Chapter  164  of 
the  Acts  of  1988.  The  Executive  Office  of  Human  Services  (EOHS)  and  DMH  had 
not  provided  the  hospital  with  any  guidelines  concerning  whether  such  funds 
can  be  used  to  supplement  the  existing  hospital  maintenance  appropriation  or 
whether  such  funds  are  restricted  solely  for  the  personal  needs  of  patients. 
We  recommended  that  the  hospital,  in  conjunction  with  EOHS  and  DMH,  develop 
guidelines  for  Retained  Revenue  Account  expenditures. 

Our  current  audit  indicated  that  suitable  guidelines,  including  adequate 
accountability  for  retained  revenue,  have  been  developed,  and  our  tests  of 
Retained  Revenue  Account  expenditures  indicated  that  the  hospital  was  in 
compliance  with  these  guidelines. 

(C)  Proper  Use  of  Dynacash  (Payroll  Advance)  Account:  Our  prior  review  of 
the  hospital's  Dynacash  Account  revealed  that,  contrary  to  the  Office  of  the 
Comptroller's  requirements,  the  account  was  being  used  as  a  Revolving  Fund  for 
such  purposes  as  court-ordered  support  payments  and  industrial  accident 
refunds  rather  than  for  payroll  advances  necessitated  by  occasional  unforeseen 
payroll-processing  problems.  Our  prior  review  also  noted  that  such  use  of  the 
account  led  to  its  being  overdrawn  and  that,  contrary  to  the  Comptroller's 
requirements,  payroll  advances  and  supporting  documentation  were  not  reported 
to  the  Office  of  the  Comptroller  on  a  monthly  basis. 

Our  current  review  indicated  that  the  hospital  uses  the  Dynacash  Account 
strictly  for  payroll  emergencies,  sufficient  funds  are  maintained  in  the  bank 
account  (the  hospital's  general  fund  account  is  now  used    to    pay  court-ordered 


92-263-2 

-5- 

support  payments  and  industrial  accident  refunds),  and  payroll  advances  are 
reported  monthly  to  the  Office  of  the  Comptroller. 

2 .     Prior  Audit  Results  Unresolved 

(A)  Inadequate  Controls  over  Patients'  Funds:  Our  prior  evaluation  of  the 
hospital's  accounting  controls  over  patients'  funds  revealed  deficiencies  in 
the  (a)  preparation  and  processing  of  fully  authorized  disbursement  request 
forms,  (b)  implementation  of  consistent  procedures  for  controlling  patients' 
funds  in  hospital  units,  (c)  recovery  of  patients'  funds  lost  due  to  theft, 
(d)  management  of  the  receipt  of  patients'  funds,  (e)  recordkeeping  for 
individual  passbook  savings  accounts  belonging  to  dependent  patients,  and  (f) 
return  of  funds  and  valuables  at  the  time  of  patients'  discharge,  as  explained 
below. 

a .  Preparation  and  Processing  of  Fully  Authorized  Disbursement  Request 
Forms :  Our  prior  audit  noted  that  the  hospital's  units  did  not  prepare  fully 
authorized  disbursement  request  forms.  The  Treasurer's  Office  processed 
request  forms  without  full  authorization  and  without  the  patient's  signatur 
to  indicate  the  receipt  of  cash  or  valuables.  Also,  in  addition  to  their 
lacking  authorization  signatures,  the  disbursement  forms  were  not 
prenumbered.  Prenumbering  of  disbursement  forms  is  an  internal  control 
designed  to  provide  specific  accountability  for  each  disbursement 
transaction.  The  use  of  prenumbered  forms  is  a  critical  internal  control 
procedure  that  safeguards  access  to  patients'  funds  and  further  provides 
specific  accountability  that  funds  were  requested  and  disbursed  properly  in 
accordance  with  the  patients'  intentions.  Such  accountability  is  of 
particular  importance  because  DMH  dropped  the  bonding  coverage  for  all  DMH 
agencies  at  the  time  of  its  reorganization  into  the  separate  Department  of 
Mental  Health  and  Department  of  Mental  Retardation. 
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We  recommended  in  our  prior  report  that  the  hospital  purchase  a  suitable 
bond  for  those  employees  responsible  for  patients'  funds  and  prepare  pre- 
numbered,  multiple  -  copy  disbursement  request  forms.  We  further  recommended 
that  Treasurer's  Office  personnel  process  only  completely  prepared  and  fully 
authorized  forms  and,  in  situations  where  patients  refuse  to  sign  the  form  but 
still  have  the  right  of  access  to  their  funds,  note  on  the  form  the  facts  of 
the  situation  and  secure  managerial  approval  prior  to  disbursing  the  funds. 

During  our  current  review  we  found  that  although  the  hospital  improved  the 
disbursement  certification  process,  further  effort  was  needed  to  ensure 
adequate  control  over  and  safeguarding  of  patients'  funds.  During  our 
examination  of  35  patient  disbursement  transactions,  we  found  that  10  (28%) 
lacked  patient  authorization  signatures,  eight  (22%)  lacked  patient 
signatures,  and  eight  (22%)  did  not  contain  prior  approval  by  the  appropriate 
designee.  In  addition,  we  noted  that  the  hospital  did  not  prenumber  the 
disbursement  forms  and  did  not  provide  bonding  coverage  for  those  employees 
responsible  for  patient  funds. 

Recommendation :     The  hospital  should: 

1.  Ensure  that  Treasurer's  Office  personnel  process  only  completely 
prepared  and  fully  authorized  forms.  Treasurer's  Office  personnel 
should  continue  to  sign  all  receipt  and  disbursement  transaction  forms. 

2.  Prepare  prenumbered,  multiple -copy  disbursement  request  forms  for: 

a.  Independent  patients'  funds  that  require  only  the  patient's 
signature  for  the  request  and  receipt  of  funds. 

b.  Dependent  patients'  funds  that  require  complete  authorization  by  the 
appropriate  designee  for  the  request  and  receipt  of  funds  and  that 
indicate  compliance  with  the  hospital's  goals  for  the  individual's 
management  of  his  own  funds. 

c.  Ensure  that  the  records  maintained  in  the  Treasurer's  Office  reflect 
the  number  designated  on  that  prenumbered  form  for  each  transaction. 

3.  Determine  if  DMH's  Central  office  has  purchased  a  suitable  bond  for 
employees  responsible  for  patients'  funds  and,  if  not,  purchase 
suitable  bond  coverage. 
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Auditee's  Response:  In  its  response,  the  hospital  indicated  that  the 
patients'  fund  accounts  would  be  closed  as  part  of  the  hospital's  closing 
procedures,  that  hand-numbered  disbursement  forms  would  be  used  until  these 
accounts  are  closed,  and  that  the  bonding  of  hospital  employees  is  controlled 
by  DMH's  Central  Office. 

b .  Implementation  of  Consistent  Procedures  for  Controlling  Patients' 
Funds  in  Hospital  Units:  Our  prior  audit  revealed  that  the  hospital  had  not 
implemented  consistent,  standardized  procedures  for  controlling  patients' 
funds  in  the  hospital's  five  units. 

Our  current  audit  showed  that  the  issue  of  controlling  patient  funds  at 
the  hospital  units  has  been  resolved  because  funds  are  no  longer  kept  in  the 
units.     All  money  is  now  kept  in  the  Treasurer's  Office. 

c.  Recovery  of  Patients'  Funds  Lost  Due  to  Theft:  As  of  the  completion 
of  our  prior  audit  the  hospital  had  yet  to  recover  any  portion  of  $14,600  in 
patients'  funds  that  were  lost  due  to  theft.  Because  the  caseworker  involved 
in  the  theft  had  yet  to  comply  with  the  mandated  court  order  to  make 
restitution  to  either  the  patients  or  DMH,  the  patients  filed  a  class  action 
suit  against  DMH  in  order  to  recover  their  funds.  This  suit  was  settled  out 
of  court.  The  patients  were  to  be  reimbursed  $14,600,  plus  interest,  from 
funds  provided  by  a  state  appropriation. 

Our  current  review  showed  that  this  issue  has  been  resolved.  The  patients 
were  reimbursed  $14,600,  plus  interest,  by  DMH's  Central  Office. 

d.  Management  of  the  Receipt  of  Patients'  Funds:  Our  prior  audit 
report  disclosed  inadequate  controls  over  the  receipt  and  deposit  of  patient 
funds.  Of  the  77  receipt  transactions  tested  in  our  prior  audit,  22  (29%)  did 
not  indicate  whether  the  receipts  were  for  cash,  checks,  or  money  orders. 
Consequently,     it     could    not    be  determined  whether  five  of  these  receipts  were 
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proraptly  deposited.  This  was  further  complicated  by  the  fact  that  receipts 
were  inappropriately  used  to  replenish  the  $1,500  patients'  petty  cash  fund. 

Our  current  review  indicated  that  receipt  transactions  were  still 
inadequately  identified.  Specifically,  13  (27%)  of  48  receipt  transactions 
tested  did  not  indicate  whether  the  receipts  were  for  cash,  checks,  or  money 
orders.  Accordingly,  the  inadequate  documentation  of  these  receipts  could 
result  in  possible  misuse  of  patient  funds. 

Recommendation:  We  recommend  that  all  receipt  documents  reflect  the  type 
of  receipt  (cash,  check,  or  money  order)  so  that  deposit  transactions  can  be 
traced  to  the  relevant  source  documents. 

Auditee's  Response:  In  its  response,  the  hospital  indicated  that  all 
receipt  documents  are  now  properly  identified. 

e .  Recordkeeping  for  Individual  Passbook  Savings  Accounts  Belonging  to 
Dependent  Patients:  The  hospital  transfers  patients'  funds  to  individual 
passbook  savings  accounts  when  the  balance  maintained  in  the  group  account 
exceeds  $250.  Our  prior  audit  found  that  the  only  records  supporting  the 
passbooks  were  the  individual  patients'  ledger  cards.  The  hospital  did  not 
maintain  a  cash  journal  or  other  controls  to  record  and  summarize  the 
individual  transfer,  receipt,  and  disbursement  activity  for  these  funds. 

Our  current  review  indicated  that  the  hospital  had  not  established  a  cash 
journal  for  its  patients'  funds.  Without  a  cash  journal  or  other  suitable 
control  measure,  the  hospital  cannot  ensure  accountability  over  the  receipt 
and  disbursement  activities  of  the  patient's  individual  passbook  saving 
accounts,  for  which  the  hospital  has  trustee  responsibility. 

Recommendation:  The  hospital  should  establish  a  cash  journal  or  other 
suitable  control  measure  to  provide  accountability  over  the  financial  activity 
within  patients'  passbook  savings  accounts. 
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Auditee's  Response:  In  its  response,  the  hospital  indicated  that  it  has 
established  a  cash  journal  for  patients'  passbook  savings  accounts. 

f.  Return  of  Funds  and  Valuables  at  the  Time  of  Patient  Discharge:  Our 
prior  audit  review  of  the  patients'  fund  trial  balance  indicated  that  contrary 
to  Chapter  123,  Sections  26(b),  26(c),  and  27,  of  the  Massachusetts  General 
Laws  (MGL) ,  the  hospital  was  in  possession  of  funds  and  valuables  belonging  to 
patients  who  were  either  discharged  or  deceased. 

Our  prior  audit  recommended  that  the  hospital: 

o  Analyze  the  patients'  fund  trial  balance  to  determine  the  amount  of 
funds  belonging  to  deceased  patients,  fund  balances  under  $50,  and  any 
abandoned  funds  that  should  be  remitted  to  the  State  Treasurer  in 
accordance  with  MGL  Chapter  123,   Sections  26(b)  and  27. 

o  Implement  procedures  that  would  ensure  that  money  and  valuables  are 
returned  to  the  patients  at  their  discharge  or  transfer  to  another 
department  facility.  For  those  valuables  on  hand  belonging  to  patients 
who  have  been  discharged,  the  hospital  should  dispose  of  the  proper t  ' 
in  accordance  with  MGL  Chapter  123,  Section  26(c).  The  law  states  tha - 
items  unclaimed  over  one  year  should  be  sold  or  otherwise  disposed  of 
by  the  hospital,  and  that  the  proceeds  should  be  turned  over  to  the 
State  Treasurer. 

The  hospital  responded  by  stating  that  unclaimed  patient  valuables  and 
funds  of  patients  discharged  or  deceased  will  be  processed  according  to 
Treasurer's  Office  regulations. 

Our  current  audit  review  indicated  that  the  hospital  transferred  to  the 
Commonwealth  all  discharged  and  deceased  patient  funds  that  had  been  unclaimed 
for  seven  or  more  years.  However,  the  hospital  treasurer  still  had  custody  of 
the  personal  valuables  of  66  patients  who  either  had  been  discharged  or  were 
deceased. 

Recommendation :  The  hospital  should  dispose  of  the  personal  property 
belonging  to  former  patients  in  accordance  with  MGL  Chapter  123,  Section 
26(c).  Additionally,  the  hospital  should  establish  procedures  that  will 
ensure  that  personal  valuables  are  returned  to  patients  who  are  discharged  or 
transferred  to  another  facility. 
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Auditee's  Response:  The  hospital  indicated  in  its  response  that  it  was  in 
the  process  of  resolving  the  issue  of  unclaimed  patient  valuables. 

(B)  Accounts  Receivable  Deficiencies:  Our  prior  review  of  the  accounts 
receivable  balance  as  of  June  30,  1989  disclosed  unsupported  or  incomplete 
documentation,  unexplained  accounts  receivable  credit  balances,  and  inactive 
accounts  receivable.  As  a  result,  there  was  inadequate  assurance  that  the 
accounts  receivable  balance  was  accurate  or  reliable. 

We  recommended  in  our  prior  report  that  the  hospital  (1)  maintain  in 
individual  patient  files  complete  supporting  documentation  for  billings, 
payments,  write-offs,  and  applicable  accounts  receivable  adjustments;  (2) 
prepare  periodic  aging  of  the  accounts  receivable  to  determine  the  extent  or 
collection  or  write-offs  required;  and  (3)  reorganize  the  billing  and 
receivable  functions  into  one  department. 

Our     current     review    disclosed  that  the  hospital  has  responded  to  our  prior 

recommendations  by  improving  its     accounts     receivable     records.  Specifically, 

our  current  tests  showed  that: 

o  Credit  balances  of  $46,725  applying  to  11  patient  accounts  were  writte: 
off  in  June  1991. 

o  Seventy -five  individual  accounts  receivable  in  the  aggregate  amount  of 
$333,971  were  written  off  in  August  1991.  Of  the  write-offs,  74 
occurred  because  the  patient  services  were  not  covered  by  insurance, 
and  one  occurred  because  the  individual  was  never  a  hospital  patient. 

However,     our    review    revealed  that  further  improvement  was  still  needed  in 

the  area  of  accounts  receivable.       Our    current    tests    of    accounts  receivable 

outstanding    as    of    June    30,     1991    showed    that  76  of  the  accounts  receivable 

balances  were  identical  to  the  balances  outstanding  as  of    June    30,     1989.  It 

is     therefore    possible     that     these     accounts  receivable  should  also  be  written 

off  because  they  may  be  inactive     or     inappropriately    billed.       We     also  noted 

that  the  hospital  needed  to  improve  its  third-party  billing  process.  Our 
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tests     showed     that     for    cases  in  which  insurance  companies  shared  only  partial 

payment    responsibility,     no     evidence     existed     indicating     that     the  hospital 

billed  patients  for  the     difference     or     that     charges    were     reduced    based  on 

available  patient  resources. 

Consequently,     the    hospital    has     not    complied    with  the  provisions  of  the 

Debt  Collection  Policy  issued  by  the  State  Comptroller    on    February    12,  1991. 

This    policy     establishes  department  responsibilities  for  collecting  amounts  due 

and  requires  each  department  to  demonstrate     diligent    efforts     to     collect  its 

outstanding  debt.     Section  IV  of  the  Debt  Collection  Policy  states,   in  part: 

After  the  initial  bill  and  three  monthly  demand  notices  have  been 
made  and  remain  unanswered,  the  Department  is  required  to  provide  the 
debtor  with  at  least  thirty  (30)  days  prior  due  process  notice  of  the 
Department's  intention  to  take  further  action  with  other  state 
departments  to  satisfy  the  debt.  Such  notice  may  include  assigning 
the  uncollected  debt  to  a  collection  agency  and  that  late  fines , 
fees,  and  interest  penalties  may  be  applied  to  the  debt  for 
collection. 

Recommendation :     The  hospital's  Patient  Revenue  Department  should: 

1.  Maintain  complete  supporting  documentation  of  all  billings,  payments, 
reduction  of  board  and  care  charges,  and  write-offs  in  its  patient 
files . 

2.  Review  the  outstanding  accounts  receivable  balance  to  ensure  that  the 
accounts  receivable  are  legitimate  debts  due  the  hospital.  Accounts 
receivable  not  considered  legitimate  should  be  written  off. 

3.  Attempt  to  maximize  its  revenue  collections  by  adhering  to  the  policies 
contained  in  the  State  Comptroller's  Debt  Collection  Policy. 

Auditee's  Response:  The  hospital  indicated  in  its  response  that  it  has 
implemented  the  following  procedures  to  rectify  the  accounts  receivable 
deficiencies : 

a.  Supporting  documentation  for  each  transaction  pertaining  to  a  claim  is 
kept  in  the  client's  file. 

b.  The  outstanding  accounts  receivable  balances  are  reviewed  each  month  to 
ensure  they  are  legitimate  debts  due  the  hospital.  All  accounts  not 
considered  appropriate  are  written  off  with  proper  supporting 
documentation  maintained  in  the  client's  file. 


92-263-2 

-12- 

c.  The  Revenue  Department  has  made  every  attempt  to  maximize  its  revenue 
by  adhering  to  the  policies  contained  in  the  State  Comptroller's  Debt 
Collection  Policy.     It  will  continue  to  do  so. 

(C)  Inadequate  Controls  over  Canteen  Fund:  Our  prior  review  of  the 
hospital's  internal  controls  over  its  Canteen  Fund  operations  revealed  that 
improvements  were  needed  in  several  areas.  Specifically,  the  hospital  needed 
to  establish  procedures  that  would  ensure  that:  (a)  prenumbered,  multiple- 
copy  purchase  orders  are  prepared  prior  to  merchandise  being  ordered;  (b) 
written  evidence  that  goods  ordered  have  been  approved  and  received  prior  to 
payment;  (c)  supporting  documentation  for  all  disbursements  is  maintained  in 
an  organized  filing  system;  (d)  vending  machine  collections  are  verified;  (e) 
variances  between  the  canteen's  physical  inventory  and  the  recorded  inventory 
are  resolved;  (f)  canteen  employees  are  bonded;  (g)  duties  are  segregated;  and 
(h)  a  general  ledger  is  established  that  summarizes  the  monthly  financial 
activity  of  the  Canteen  Fund. 

Our  prior  audit  report  contained  eight  recommendations  that  if 
implemented,  would  have  improved  the  hospital's  internal  controls  over  its 
Canteen  Fund  operations . 

Our  current  audit  tests  revealed  that  the  hospital  has  improved  its 
controls  over  Canteen  Fund  operations.  Specifically,  purchase  orders  have 
been  replaced  by  requisition  slips,  and  all  such  slips  tested  were  signed  to 
indicate  that  goods  were  received.  In  addition,  supporting  documentation  for 
disbursements  was  filed  in  an  organized  manner.  Moreover,  vending  machine 
commissions  were  verified  monthly.  Finally,  the  canteen's  actual  and  recorded 
inventories  varied  by  only  $46- -a  variance  representing  1%  of  the  total 
inventory  value . 

However,  we  found  that  certain  Canteen  Fund  controls  needed  to  be 
improved.       Specifically,     the    hospital  had  not  bonded  its  canteen  employees  or 
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established  a  general  ledger  for  the  Canteen  Fund.  Moreover,  Canteen  Fund 
duties  were  not  adequately  segregated;  the  hospital's  assistant  treasurer  was 
responsible  for  both  approving  purchases  and  receiving  and  disbursing  canteen 
funds.  Finally,  many  Canteen  Fund  requisitions  were  unauthorized,  incomplete, 
or  missing.  Of  the  25  requisitions  tested,  18  (72%)  were  not  approved,  11 
(44%)  did  not  reflect  the  cost  or  selling  price,  two  (8%)  were  not  canceled, 
and  one  (4%)  could  not  be  located. 

Recommendation :     The  hospital  should: 

1.  Ensure  that  all  requisitions  are  properly  authorized,  complete,  and  on 
file. 

2.  Establish  a  general  ledger  for  the  Canteen  Fund, 

3.  Segregate  the  duties  associated  with  the  receipt,  disbursement,  and 
approval  of  canteen  funds  so  that  one  person  does  not  have  control 
over  all  such  functions ,  and 

4.  Determine  if  DMH's  Central  Office  has  a  suitable  bond  to  cover  those 
employees  regularly  working  in  the  canteen  and,  if  not,  purchase 
suitable  bond  coverage. 

Auditee's  Response:  The  hospital  indicated  in  its  response  that  the 
Canteen  Fund  would  be  closed  as  part  of  the  hospital's  imminent  closing 
procedures . 
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SUPPLEMENTARY  INFORMATION 

Subsequent  Events :  The  hospital  is  scheduled  to  close  during  the  fall  of 
1992.  The  hospital  should  make  every  effort  to  close  out  its  administrative 
and  fiscal  operations  in  accordance  with  policies,  regulations,  and 
guidelines  established  by  the  Executive  Office  of  Human  Services  and  the 
Department  of  Mental  Health.  This  will  ensure  the  protection  and  well-being 
of  the  patients  and  the  security  and  safeguarding  of  the  Commonwealth's 
assets  and  the  property  of  patients. 

The  hospital  should  review  the  recommendations  in  the  report  to  determine 
which  recommendations  impact  on  and  are  essential  for  the  proper  closing  of 
the  hospital's  accounting  records.  These  recommendations,  including 
following  up  on  the  outstanding  accounts  receivable  balance  and  properly 
accounting  for  patient  passbook  accounts,  should  be  implemented  prior  to  the 
hospital's  closing. 

The  Office  of  the  State  Auditor  is  currently  conducting  an  audit 
concerning  the  closing  of  certain  mental  health,  public  health,  and  mental 
retardation  facilities  that  may  include  Northampton  State  Hospital.  The 
purpose  of  this  review  is  to  ensure  that  during  the  closing  process 
facilities  are  in  compliance  with  all  applicable  rules,  regulations,  and  laws 
and  that  the  Commonwealth's  assets  are  safeguarded. 

The  Chief  Operating  Officer  of  Northampton  State  Hospital  has  indicated 
that  the  hospital  will  conduct  its  closing  procedures  in  accordance  with  the 
policies,  regulations,  and  guidelines  of  the  Executive  Office  of  Human 
Services  and  the  Department  of  Mental  Health. 


